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1. Please indicate the proposed title of your project/thesis.
" The Who's, How's, and Why's of Hostile Takeovers"
2. Describe below, in detail, the focus of the work you pro-
pose. e.g., is there a specific hypothesis you are advanc-
ing? Is there a problem you are solving? Why is your
topic of interest?
My purpose is to learn more about hostile takeovers than
would be briefly discussed in existing Finance courses. One of
my ultimate career goals is to handle some aspect of takeovers.
Hostile takeovers will be looked at based upon what companies
are good takeover targets, how takeovers are financed, and why
takeovers are initiated. Each topic will be discussed in detail
based on historical data, theory, and practice. After eacn topic
has been discussed, the knowledge gained will be applied to.five
different corporations. For example, criteria established for
choosing a takeover prospect will be applied to the corporations
in order to determine if it is a desirable takeover prospect.
Financial statements, news releases, as well as histories on the
market will be used in the analysis of the organizations. My
work should explain the criteria for choosing prospective takeovers)
the different financing techniques, i.e. junk bonds, leverage
against future cash flows, etc.; the profits or losses that can
be expected; and use all this working knowledge to develop and
analyze a simulated hostile takeover. Eventually, only one of
the five corporations will be the chosen hostile takeover target.
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3. Please 1ist major works deal ing wi th your topic that you
intend to investigate.
Sandler, Ralph. "Hostile Takeovers: Issues in Public and Corporate
Policy." Southern Economic Journal, Jan. 1991, p. 882.
Raiborn, Payne, Schorg. "Takeovers: it helps to know how to play
the game.""Management Accounting, March, 1991, p. 27.
Thomas, Lee. " Hostile Takeovers: when the vultures call."
Business and Society Review. Summer, 1992, p. 60-63.
4. Describe the methodology of your proposed study. e.g., how
will you approach the proposed topic? Do you have a re-
search design? Is it a qualitative or quantitative ap-
proach? Are you looking at primary or secondary sources?
Are you working in a specific creati ve genre? Are you
using a statistical methodology?, etc.
Secondary sources will be used to research all aspects of the
study. Financial statements and news releases will be gathered
on the five corporations for use in the simulation and analysis.
Books~ as well as related articles in newspapers and magazines will
be used to gather information on decisions made during a hostile
takeover.
5. What is the time frame for your completion? Are there
external deadl ines or disciplinary requ irements that wi11
affect its completion? Do you intend to submit your Cap-
stone results to other external reviewing agents (e.g.,
prize competitions, departmental honors, etc.)? If yes,
please specify.
Research will begin during the summer months of 1993.
Expected completion for the study is mid-November. A rough draft
will be submitted to Professor Dowen for review and suggestions
at least five weeks before the end of the semester. Periodic
meetings will also be scheduled as needed. The Capstone project
will be submitted only to the Honors Program for completion of .
my honors studies.
6. List the courses you have taken w~ich provide a background
for this study.
FINA 320 provided a very limited background on the topic of
hostile takeovers. No other classes have covered the subject of
hostile takeovers in any detail worth mentioning.
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ABSTRACT (100-200 WORDS):
People are dependent upon corporations as employees,
shareholders, and as a community. Yet, as dependent as we are
upon corporations, few of us know anything about an important
part of every day business, corporate takeovers. The purpose of
this paper is to give the reader a basic knowledge of takeovers.
It is important for everyone affected by business activities to
understand how and why takeovers happen.
The scope of this paper covers why takeovers are initiated,
financial characteristics of a takeover target, and how takeovers
are financed. My analysis is limited by the readers level of
financial understanding. This paper is designed to guide a
reader with a limited grasp of financial concepts through the
basics of corporate takeovers. The reader is then taken through
an analysis of four real companies to determine which would be
the best takeover target.
Research has been done using secondary sources for the bulk
of the paper including magazine articles, newspaper articles,
books, and annual reports.
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The Basics of COrDorate Takeovers
Recent newspaper headlines have read: "Viacom Proposes Bid
for Paramount," "Perelman Plans Merger," and "Magna Buys Stake in
Porsche Unit." The November 30, 1993 issue of the Wall Street
Journal had a total of five stories similar to the ones above.
What do they all have in common? These are all news stories
about recent takeover activities. These stories also cover a
topic more people are becoming interested in, corporate
takeovers.
A corporate takeover involves one corporation gaining
control of another either through a hostile or friendly
acquisition. Corporate takeovers are a legitimate part of every
day business, not just a fad of the 1980's. Corporations are
responsible to employees, shareholders, and the communities in
which they operate. Therefore, it is important for everyone
affected by business activities to understand how and why
takeovers happen. The purpose of this paper is to give the
reader a basic knowledge of takeovers.
The next section discusses many reasons why takeovers are
initiated. The second section analyzes the financial statements
of corporations in order to determine what companies are good
targets. The third section describes how corporations finance
these takeover deals. A concluding paragraph is followed by an
\





new product may be easy to purchase. A company seeking to sell a
new product may find it to be easier to purchase the infant
company in order to sell its invention. Three main takeover
Takeovers are initiated for one general reason, it's easier
to buy benefits than to create them. For example, when a person
needs a piece of paper, they don't cut down a tree and make the
paper themselves. It would quicker and cheaper to buy the paper
at a store. A person most likely doesn't have the time or the
equipment it would take to produce the paper themself. Likewise,
a company may find it to be easier and sometimes cheaper to
purchase another company that has what it wants. For example, a
new product can take several years and millions of dollars to
develop. However, a new company which produces only a single,
objectives include efficiency, financial strength, and
diversification.
Efficiency Obiectives
Companies are continually trying to improve their
operations. No company can claim to be 100% efficient. In order
to become more efficient, a company may find it necessary to
One reason for the acquisition of a company may .be-,tOtu..te
economies of scale. An economy of scale means thatd!tRic1eact88."
are obtained when a company becomes larger. The8e effic1enc:i_
may include lower unit costs of bulk purchases, access to more
create economies of scale or to trim off inefficiencies.
Economies of scale are described in the next section.
Synerqy
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equipment, or the ability to mass market. For instance, A large
cabinet manufacturer has an advantage over some small cabinet
manufacturers. Many small cabinet makers have to purchase parts
such as hinges from a supplier. The cost of the hinges from a
supplier will include both costs of manufacturing and a profit.
A large cabinet maker which has equipment to make its own hinges
avoids paying for the profit of a supplier and incurs only the
costs of making the hinges. Therefore, the large cabinet
manufacturer incurs less costs than the small manufacturer.
Many takeovers are initiated for the benefit of just one
department of an entire company such as research and development.
The benefit of this purchase may be that the purchased department
has something that can't be developed, such as an existing
patent. Of course, now the entire company must be managed. If
the rest of the company would create inefficiencies, it should be
sold off into parts. This is the second technique of a takeover
for efficiency, divestiture.
Divestiture
The 1980's was a hot time for takeovers; huge corporations
were being bought to be broken up into smaller pieces and sold.
This was a result of prior decades of thinking that bigger was
better. Companies became so big that their size kept them from
operating efficiently. It is true that being large does c¥,ate
economies of scale. But there is a point in which more~.i.e only
creates diseconomies of scale. Diseconomies of scale re8ulted,
from large companies carrying equipment that wasn't needed or
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funding departments which served no purpose. It became obvious
to investors that these bloated companies were worth more in
pieces than they were as a whole. Their assets could be used
more productively elsewhere. In other words, management was
wasting the company's resources.
Another inefficiency involves labor. Management is
sometimes reluctant to fire employees when their marginal
productivity doesn't meet marginal cost. Labor cost savings can
include layoffs, pay decreases, early retirement, and reduction
in pension funds (Bhagat 1990, 6). Value can also come from
cutting investment in growth. Growth is good for a company, but
unnecessary growth is wasteful. Cash flow that is in excess of
that needed to fund all projects yielding a positive net present
value must be paid out to shareholders if the firm is to be
efficient and to maximize value for shareholders (Jensen 1988,
28). A takeover would stop a firm from investing in projects
which yield a negative net present value which would be better
distributed as dividends (Bhagat 1990, 10). This leads us into
the financial strength objectives of takeovers.
Financial Strength Objectives
Managers are constantly subject to the review of their
financial statements. So managers have to make sure that their
financial statements look good. How do they do it? One way
managers have found to make their financial statements more
attractive is by buying another company. However, managers don't
initiate takeovers of companies just to escape a poor evaluation
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paid last year. For income tax purposes, the gain last year
didn't exist because of the loss this year. A detailed
illustration is given in Figure 1.
Carry-Back (1) Carry-Forward (2)
I I I I I I I I I I I
I I I I I I I I I I I
Income 5 10 15 -100 2 5 10 13 15 15 20
($1,000)
I I I I I I I I I I I
I I I I I I I I I I I
Year -3 -2 -1 0 1 2 3 4 5 6 7
by their superiors. The takeover of one company can benefit
another company in many ways. Three items often looked at that
benefit an acquiring company are taxes, leverage, and cash.
Taxes
Taxes are a huge expense to corporations. Through a
takeover, corporations are able to lower tax liabilities. The
u.s. government allows a corporation that has had an income loss
to carry that loss forward 7 years or backward 3 years. For
example, if XYZ corporation had a $5,000 profit last year and a
loss of $5,000 this year, XYZ would receive a refund for taxes
1. Partial loss of $30,000 was carried back over the last three
years.
2. Partial loss of $70,000 was carried forward over next seven
years.
explanation: The carry-back will result in a tax refund because
taxes for those years have already been paid. The carry-forward
will result in the elimination of taxes over the next seven years
with the exception of the seventh year in which taxes will only
be reduced.
Therefore the income taxes paid last year would be refunded.
Under Federal supervision, the loss of one company could also be
used by an acquiring company through a takeover. Therefore, a
company that purchases another firm could offset its own profits
6
with the losses of the purchased company (Bhagat 1990, 9).
Recently, however, the SEC barred any takeover activity whose
objective was solely to take advantage of income offset.
Prior to the 1986 tax reform, an acquiring company was
allowed to re-depreciate a target's assets (Bhagat 1990, 10).
Since depreciation is subtracted from income before taxes, re-
depreciation would save an enormous amount of money. Tax savings
can also come in the form of leverage.
Leverage
Credit availability is a highly valued financial
characteristic of firms. Companies use credit to finance
projects, update equipment, and grow. Without credit, a company
must forgo investing in a project, updating equipment, or
expanding operations. The company may be missing opportunities
that could greatly improve its financial stability because it has
used all its leverage. As a company uses more credit to finance
projects, it becomes more likely that it will be unable to pay
all of its debt. The more leveraged a company becomes, the more
risky it becomes for lenders to make loans. Eventually, lenders
will be unwilling to finance a project of a company if the
company is already over-leveraged. If all of company A's credit
possibilities are exhausted, it is possible to purchase another.
company and use its credit. A firm that has a vast unused credit
line makes an attractive target because an unused credit is an
opportunity for large companies with fully utilized credit. A
takeover of a company with unused credit would allow the
7
at unknown times. This forces insurance companies to keep excess
reserves of cash on hand at all times. The use of probability
analysis to analyze payouts has greatly reduced the need to keep
acquiring company to access more credit. Furthermore, when
leverage is used by the acquiring firm, the interest paYffients on
the debt can be deducted from income before taxes. In other
words, the use of debt can increase tax savings which adds value
to the takeover. Another item which makes a company an
attractive target is excess cash reserves.
Cash
Cash is always an attractive asset of a corporation. It can
easily be used to buy machinery, pay debts, or distribute as
dividends. It is also wasteful to have too much cash lying
around. Cash could be managed by investing in projects or
financial instruments that can earn a higher rate of return. A
few reasons companies may hold excess reserves of cash are
because they have a large profit margin, can't reinvest easily,
or they have huge periodic inflows of cash. Two examples of
these are insurance companies and oil companies.
Insurance companies receive huge amounts of cash in periodic
installments from customers paying their insurance premiums.
On the other hand, insurance payouts are in unknown amounts and
cash reserves. However, insurance companies still have an
enormous amount of cash. Oil companies have such high profit
margins, revenues over costs, that they have large cash receipts.
Yet, oil companies have a limited ability to reinvest that money
8
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revenues and therefore had excess cash reserves. Lately,
however, oil companies have become the ones who are buying other
companies. They are using their excess cash to diversify into
in company operations. Many losses have occurred as a result of
drilling operations which were unsuccessful. Also, oil companies
have excess reserves which make drilling unnecessary to meet
demand.
Oil companies were the hot takeover target in the 80's. In
the early 80's, they were the target of takeovers because the oil
companies continued to invest their cash in drilling which
yielded negative net present values. "The increased holding
costs associated with higher real interest rates, reductions in
expected future oil price increases, increased exploration and
development costs, and contrived reductions in current supply
combined to make many current exploration and development
projects uneconomic. The industry, however, continued to spend
heavily on such projects (Jensen 1988, 33)." Wasteful management
was the reason for their acquisition. Then in the late 80's they
were the popular takeover target because they didn't invest their
other industries by initiating takeovers. Diversification is the
next objective of takeovers to be discussed.
Diversification
Managers have a responsibility to maximize shareholder
wealth. But shareholder wealth is not the only incentive a
manager has to keep the business strong. As mentioned earlier,
many people rely on corporations for their well being including
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enter the market. For example, the cellular telecommunications
industry has had a few takeovers in the last couple of years. In
order to start a new cellular phone company, it is necessary to
employees, communities, and shareholders. One dependant managers
are sometimes more concerned with is employees, namely, their own
jobs. If a company can not continue to do business, managers
lose their jobs. Therefore, a time may come in which managers
feel that they should not continue to operate solely in their
current business. One reason may be that their major industry is
too risky or is slowing down. For example, the tobacco industry
has had tremendous growth throughout this century. The industry
has historically had high profit margins and a lot of success.
Until the last ten years, the large tobacco companies were the
most powerful in the world. Now the market is shrinking because
of health issues and the rising cost of tobacco products to
consumers. The tobacco industry is becoming more risky. It has
become attractive for tobacco companies to diversify into other
industries.
Industries expanding into other markets include the oil
companies and insurance companies because of their excess cash as
discussed earlier. So why not just begin a new business instead
of acquiring an existing one? Because it is easier and sometimes
cheaper to purchase a going concern rather than starting from the
beginning. Some industries require large capital expenditures to
construct a network of transmission towers every thirty miles in
the area served. It is easier and cheaper to purchase a company
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that already has a network because of the history of the
companies. Cellular telecommunication companies have been buying
their transmission towers from the telephone companies for
cheaper than it would cost to construct new ones. The telephone
companies no longer use transmission towers because they now use
under ground fiber optic cable. Also, the cellular company has
been depreciating their assets for years so the book values of
the towers are extremely low. This is not to mention all the
buildings, computer systems, licenses, and other start-up costs
it would take to begin a cellular communications company. One
thing all financial analysts know is that the market does not
value the assets of every company perfectly. If the market did
value every stock perfectly, there would be no such thing as
corporate raiders. A corporate raider makes his money by
purchasing a company on the open market which he feels is under-
valued. The raider then sells the assets of the company for more
than he bought the stock for. In the event that a company is
under-valued, another company can purchase existing assets more
cheaply on the stock market. Therefore, it would be more cost
effective to purchase an existing cellular telecommunications
company rather than to start a new one.
Summary of Takeover Objectives
A corporation purchases another corporation to gain certain
benefits faster than it could with its own operations. The major
objectives of takeovers are efficiency, financial strength, and
diversification. Efficiency objectives include synergy gains and
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divestiture gains. Financial strength objectives include tax
savings, leverage gains, and cash gains. A diversification
objective is entering a different industry in a cost effective
manner. Takeovers are initiated in order to improve the
stability and capabilities of a company. The next section
presents the financial ratios used to analyze what makes a




Takeovers are not initiated on a blind, impulse purchase. A
very detailed analysis is undertaken before a decision is made.
This analysis is so detailed that the scope of this paper cannot
cover all aspects of the analysis. A takeover requires teams of
investment bankers and lawyers who have years of experience
dealing with takeovers. The goal of this paper is to supply a
basic knowledge of financial ratios and how they are used to
identify a possible takeover target. The ratios that will be
covered are grouped into two major headings, balance sheet ratios
and profitability ratios.
Balance Sheet Ratios
A balance sheet includes assets, liabilities, and equity.
The balance sheet is concerned with the stability of the company,
not with the income or cash flows. Two terms which need to be
explained now are current assets and current liabilities.
Current assets include cash, inventory, receivables, and short-
term securities. Current liabilities include accounts payable,
wages payable, taxes, loans, or any short-term debt. The
balance-sheet ratios observed in this section will be current;
quick; accumulated depreciation to the book value of property,
plant, and equipment; debt/equity; and book value per share
ratio.
Current Ratio
The current ratio measures the liquidity of a company. It




= Current Assets / Current Liabilities
A Company should have enough current assets to cover its current
liabilities. A current ratio of less than one indicates that the
company could not payoff its current liabilities without going
deeper into debt (McQuown 1982, 29). A current ratio of higher
that 2:1 means that the company is cash-rich. These assets could
be used more productively by reinvesting them in equipment or
projects. Excess cash reserves may attract an acquiring firm.
Ouick Ratio
The quick ratio is also a liquidity measure of a company.
The only difference between the current and quick ratio is that
inventory is subtracted from current assets in the quick ratio.
Quick Ratio
= Current Assets - Inv. / Current Liabilities
Inventory is subtracted because some analysts feel that inventory
is not as liquid as the other assets. Inventory may have to be
sold at a discount in order to sell them quickly. A ratio of
more than 2:1 shows an excess of cash and near cash assets.
Ratio of Accumulated Depreciation to Book Value
Depreciation is the loss in book value of an asset over
time. Depreciation is supposed to be a measure of loss in value
due to use and aging of the property, plant, and equipment.
Accumulated Depreciation / Book Value
To an analyst, this figure represents the age of the equipment
and property (Mcquown 1982, 30). If accumulated depreciation is
more than 50% of book value, it indicates that equipment may have
to be replaced soon. It is important to note that depreciation
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is not necessarily used to calculate market value. Depending on
the life of an asset, an accelerated depreciation method may have
depreciated the asset by 50% in the first two years. Many times
an asset can be sold for more than half its cost after two years.
Generally, the higher the depreciation to book is, the less
attractive the assets are.
Debt / Equity Ratio
The debt / equity ratio is a useful tool for measuring how a
company is using leverage. It is calculated by dividing long-
term liabilities by common and preferred shareholders' equity.
Debt/Equity
= Long-ter.m Liabilities / Equity
High debt/equity ratios indicate that a company has used up its
credit line and may not be able to invest in growth opportunities
through borrowing (McQuown 1982, 32). As the debt/equity of a
company moves further away from 1:1, it will become less
attractive as a takeover target. In general, a debt/equity ratio
of less than 1:1 indicates excess borrowing capacity. A firm in
need of more leverage could acquire the low leveraged firm and
gain access to more credit.
Book Value per Share Ratio
An acquiring firm would find the book value per share ratio
to be one of the most useful. The book value per share ratio
tells the analyst what value the corporation's assets would have
per share after all the liabilities were paid (McQuown 1982, 34).
BVS
= Total Assets - Total Liabilities / # Shares
If the book value per share is higher than the market price of
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the stock, the market under-values the stock. In other words,
investors could buy the company's assets for less on the stock
market than they could directly. A firm with a very high book
value per share compared to stock market price is an attractive
target to an acquiring.
Something to be aware of is that many assets are intangibles
that aren't recorded on the balance sheet. These assets can be
just as valuable as tangible assets. Intangible assets may
include real estate and inventory carried at historical cost
which may actually be worth ten times as much now. One-hundred
year leases signed fifty years ago with paYments of only $50 a
month when going rents for the same location are $500 per month
have an enormous intangible value. Another intangible benefit of
a company may be its exceptional management.
Profitability Ratio
Profitability ratios examine the profits or losses of a
company given on its income statement. These ratios are used by
acquiring firms to analyze how well a management is handling the
firm. Two ratios commonly examined are gross profit margin and
net profit margin.
Gross Profit Margin
The gross profit margin ratio is concerned only with how a
company is doing in its primary business (McQuown 1982, 41). The
numbers examined indicate how well the business is collecting
revenues and how well the costs directly related to those
revenues are controlled.
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averages in order to get an idea of how well the company
operates.
Net Profit Margin
The net profit margin measures how well a company is
performing in all of its business. These figures include any
The company may be better off under new management.
Summary of Financial Analvsis
Analysis of a company's financial statements is an important
GPM = Net Sales - Cost of Goods Sold / Net Sales
Generally, a very low number is a sign that the business is
troubled or management is not controlling its costs directly
related to revenues. These figures must be compared to industry
investing activities as well as revenues and all expenses.
Net Profit Margin
= Net Income / Net Sales
Again, figures must be compared to industry averages to have any
meaning. A low net profit margin compared to industry averages
may mean that the company has trouble keeping its costs down.
part of takeovers. An acquiring firm must know its target inside
and out. This section has given a basic outline for analyzing
financial statements. This outline covered both balance-sheet
ratios and profitability ratios. Balance-sheet ratios included
the current ratio, quick ratio, accumulated depreciation to book
value ratio, debt/equity ratio, and book value per share ratio.
The gross profit margin and net profit margin were the
profitability ratios examined. These ratios are only the
beginning of what experts such as investment bankers must
18
analyze. The experts involved in takeovers dig deeper into a
company's history to find the intangible assets or the skeletons
in the closet. The next section follows this path into a





assets and sell them in order to recover their investment. One
of the advantages of an all cash offer is that the takeover is
much quicker. The reasons it is faster include less regulation
Not everyone can play the takeover game. Most corporate
financing follow.
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takeover require a lot of financial support. Only very large
corporations have access to enough credit to initiate a takeover
of small companies. This is why an acquiring firm hires an
investment banking firm for support. Not only does an investment
banking firm have access to more credit, it can also advise the
company on the advantages and disadvantages of different
acquisition financing. The financing of an acquisition can come
in the form of all cash, all equity, and part cash and part
equity. The advantages and disadvantages of each form of
All Cash
Only the largest firms have enough cash to purchase another
company. For most companies, an all cash transaction would be
more appropriately termed an all debt transaction. The financing
used to takeover a company work much the same way as purchasing
equipment. The funds come from bank loans and the sale of bonds.
Both the loans and bonds hold claims against the assets and
future cash flows of the acquired company. In the event of




by the SEC, less difficulty in gathering financing, and the
attractiveness of cash to the target company and its
shareholders. Management is less likely to resist a cash
transaction than an equity transaction. Another advantage of a
cash transaction is that assets of the acquired firm can be re-
depreciated for tax savings. A disadvantage of a cash
transaction is that the investor's gains will be taxed
immediately at the capital gains tax rate (Franks 1987, 225).
Furthermore, cash transactions have the disadvantage of the high
interest rates which must be paid for the increased debt. An
alternative form of financing is an all equity transaction.
All Equity
An equity transaction involves the exchange of one company's
stock for another. The value of each stock on the market is used
to determine the exchange rate. The stock of the acquiring
company can come from the issue of new stock or the use of
treasury stock. Unfortunately, an issuance of new stock is
subject to the approval of the SEC. The SEC will examine any
transaction involving equity very carefully. Equity purchases
are less common in hostile takeovers because they take a long
time and are easily contested. An equity purchase is to the
advantage of an investor because capital gains are not realized
until the stock is sold. Using equity to purchase another
company is also favorable to the acquiring company if its stock
is overvalued and the target's stock is undervalued (Franks 1987,
228). The exchange rate will be to the benefit of the acquiring
company because they will have to exchange fewer of their own
shares for the same number of the target's shares. This is a
benefit that can not be realized in a cash acquisition. The
22
final form of financing is an acquisition using both cash and
equity.
Cash & Equity
Acquisitions using both cash & equity have the advantages
and disadvantages of both an all cash and an all equity purchase.
A mixed form of financing is put together by using some debt and
some stock. The partial use of debt will cost more than an all
equity purchase due to interest paYments. The use of equity will
slow the acquisition down because the SEC must rule on the
fairness of the transaction. A beneficial exchange rate can also
be partially taken advantage of if the purchasers stock is over-
valued or the target's stock is under-valued. In general, a
mixed cash and equity acquisition is less attractive to a target
company. Management of the target company will be concerned with
the wealth effects the acquisition will have on its shareholders.
A mixed purchase is an unstable offer which could adversely
affect shareholders in the future due to stock price
fluctuations. Shareholders could lose value in their equity as
prices vary and they will lose money when they pay taxes on the
cash portion.
Summary of Financing Takeovers
Investment bankers spend years getting educated on financing
techniques. The goal of this paper was only to familiarize a
reader with the fundamentals of financing a takeover. This
section discussed a few advantages and disadvantages of an all
cash offer, an all equity offer, and a combination of cash and
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equity offer. A person wishing to enter a career involving
takeovers should familiarize themselves with the SEC and tax
legislation. A person dealing with takeovers should also
understand that an acquisition offer should have a balance
between gains by the acquiring company and gains by the target's
shareholders. If the target's management feels that its
shareholders will lose wealth in the acquisition, the offer will
be rejected. If the acquiring company doesn't get a fair deal or
gain some form of benefit, the offer will be withheld. This is
why an experienced takeover strategist is needed to analyze all
aspects of the acquisition including the reasons for it, the
financial statements of the target, and the financing of the
acquisition. The next section reveals the conclusions and




Corporate takeovers can many times be a battle to the end in
which there is only one winner. Recent movies have presented an
impressive Wall Street tycoon initiating a takeover for his own
personal gains. Surely, there were some high-powered financiers
who made fortunes doing exactly that in the eighties. However,
awareness on the part of the government and corporations has made
it difficult for anyone to raid a company for quick money.
Changes like these have brought to light a system of gains which
have been taking place for decades. Corporations have been
acquiring one another for a long time and for reasons which
benefit the acquiring company, the acquired company, or both.
Jensen estimates the amount of takeover activity to be nearly
$200 billion a year. Gains to the selling firm shareholders,
according to Jensen, amount to approximately $346 billion, a 9.8%
return. Total gains to bidding firm shareholders amount to at
least $60 billion, a 3.8% return (Jensen 1988, 21). In general,
both company's shareholders make substantial returns.
Takeovers affect many people who need to learn more about
them including shareholders, managers, employees, and residents
of a community which is supported by a business. People depend
on companies for their livelihood and well being. Therefore, it
is important for everyone to learn a little about something that
many companies contend with. This paper is intended to do
exactly that, teach people the basics of takeovers so they can
understand something which can affect their lives. Having read
this paper, maybe people will feel like they have a little more
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understanding of the forces that corporations, they support and






Analysis should be reviewed at this time.
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to Raider Inc. The final section will also include the reasoning
behind the decisions made for each company. No suggestions will
be made as to the type of financing that should be used in the
takeover. The financing of a takeover has too many variables
that would have to be considered which could not be accurately
estimated by anyone but an expert. All information on financial
statements and general company status has been obtained from each
company's annual report, as listed in the references, unless
The following charts have information and analyses that rely
on standards and formulas examined earlier in the report. The
formulas used to derive financial ratios have been rewritten for
convenience in this section. However, in order to better
understand the reasoning behind placing a value of unattractive
or attractive on the ratios, the section entitled Fir.ancial
672 1634 2698 19.6
0 112.8 0 2.4
985 9234 9884 48
1344 26553 27221 119
8916 20468 22516 252
600 2749 3840 20.7
5562 4449 5299 195
6353 14011 14265 221
1391 6456 8251 30.3
183 414 405 25
Income Statement Figures
- - - - - - - - - - - - - - - - - - - - - - - -





















Cost of Goods Sold (1)
Net Income
Balance Sheet Figures
- - - - - - - - - - - - - - - - - - - - -
McCaw US West PacTel Vanguard
- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -







(1) Some companies may not list inventories or cost
because it is either not their primary business









- - - - - - - - - - - - - - - -
Current Assets




- - - - - - - - - - - - - - - - - - - - - - - - - - -
Current Liabilities
Accumulated Depreciation









- - - - - - - - - - - - - - - - - - - - - - - -
Book Value
Long-term Liabilities
- - - - - - - - - - - - - - - - - - - - - - - - -
Common + Preferred Equity
Total Assets
- Total Liabilities
- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -
# Shares Outstanding
Net Sales
- Cost of Goods Sold
- - - - - - - - - - - - - - - - - - - - - - - - - - - - - -
Net Sales
Net Income
- - - - - - - - - -
Net Sales
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Current Ratio 1.12 0.59 0.70 0.95Quick Ratio 1.12 0.55 0.70 0.83
Accum. Depr. to Book Value 0.73 0.35 0.36 0.40
Debt/Equity Ratio 4.00 0.69 0.64 6.44
Book Value per Share $14.01 $15.60 $20.37 $1.24




Current Ratio A U U U
Quick Ratio A U U U
Accum. Depr. to Book Value U A A A
Debt/Equity Ratio U A A U
Book Value per Share (1) U U U U
Gross Profit Margin (2) A A A A
Net Profit Margin (3/4) U/A U/A A/U U/A
Financial Ratios
- - - - - - - - - - - - - - - -
McCaw US West PacTel Vanguard
- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -
Stock Price (11/3/93) $53.25 $50.63 $59.13 $33.00
Industry Averages:
Gross Profit Margin (1)
Net Profit Margin (1)
0.438
0.011
(1) Industry averages were obtained from Dun & Bradstreet Industry
Norms & Key Business Ratios
U Unattractive A Attractive
McCaw US West PacTel Vanguard





as compared to stock price
as compared to industry averages
as compared to industry averages
the attractiveness of net profit
that would ~ccrue as a result of
taken into consideration
margin if the tax advantages
the net income loss would be
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McCaw Cellular Communications
McCaw Cellular is the only one of the four companies that
has enough liquid assets to cover its liabilities. However, most
.of the company's assets have been heavily depreciated which means
they might need to be replaced soon. An acquiring company,
especially one that isn't already involved in the same industry,
would probably not want to spend huge amounts of capital to
replace old equipment. This is even more important because McCaw
is highly leveraged. A Debt/Equity ratio of 4.00 means that the
company has already used a large amount of debt to finance
itself. Raider Inc. would not gain access to much more debt by
purchasing McCaw Cellular. However, Raider Inc. would gain
significantly by applying the losses McCaw has incurred over the
past seven years. The company has had losses totalling over $600
million over the last two years alone. Upon further research,
however, it was discovered that AT&T has a controlling interest
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in McCaw Cellular Communications. It is nearly impossible for
Raider Inc. to acquire McCaw in a takeover. Therefore, McCaw
Cellular will not be considered to be a takeover option.
US West Communications
There is only one important problem with US West. The
company does not have enough liquid assets to cover its current
liabilities. This is really not a problem when considering the
company has a Debt/Equity ratio of .69. If Raider Inc. were to
acquire US West, it would tap into a huge resource of borrowing
capacity. If US West had a problem paying its long-term
liabilities with its assets, it could use its debt. The reason
US West is so under-leveraged is that it has used equity to
finance most of its expansion. Another favorable trait is that
the company has the lowest accumulated depreciation to book value
of the four companies. If Raider Inc. gained control of US West,
it is unlikely that any large capital expenditures will need to
be made to replace old equipment. US West did incur a net income
loss in 1992 due to a change in accounting practices.
Fortunately, US West has not yet used the loss to offset gains in
prior years and does not intend to until the end of 1993. The
loss can still be used as a tax advantage for an acquiring
company. According to Standard & Poor's Stock Reports, US West
has 899,082 shareholders. This means that it would be relatively
easier to gain control of US West than it would be if there were
fewer shareholders. If the stock of US West was held by a small
number of people, it is more likely that those shareholders have
a direct interest in the company, such as directors or founders
of the company. Shareholders with direct interest in a company
are very unlikely to support a takeover by another company.
Pacific Telesis
PacTel's current and quick ratios reveal that it does not
have adequate liquidity to meet current debts. What PacTel does
have is a large equity base which has caused the low debt/equity
ratio of .64. An acquiring firm could use the excess leverage
which PacTel has foregone. In addition, Pacific Telesis would
not require any substantial capital expenditures for new
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equipment as shown by its low accumulated depreciation to book
value. Pacific Telesis, however, is the only company of the four
that has not incurred any income losses. Raider Inc. would not
gain any tax advantages by acquiring Pacific Telesis. Raider
Inc. would not meet with a controlled resistance because there is
a dispersed shareholder base. According to Standard & Poor's
Stock Reports, there are approximately 957,000 shareholders of
Pacific Telesis stock.
Vanguard Cellular
Vanguard's collection of liquid assets are not enough to
meet all liabilities that need to be paid in the near future.
The current and quick ratios of Vanguard are not extremely poor
but they don't meet satisfactory standards. Vanguard does have a
low accumulated depreciation to book value. Therefore, no large
capital expenditures need to be made for new equipment. Vanguard
has also had net income losses totalling over $100 million over
five years. It doesn't seem as if Vanguard will have a positive
net income soon enough to use the losses to their advantage.
Vanguard is very over-leveraged compared to the other four
companies. Financial statements have also shown that Vanguard
has sold more stock in order to repay some of its debts.
Vanguard is over-leveraged and under funded. Also, the company
has the lowest book value per share as compared to market price,
amounting to only 3% of the stock market price. This figure
reveals that if Vanguard was liquidated, each shareholder would
only get $1.24 per share. On the other hand, if Vanguard
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shareholders would sell their shares on the stock market, they
would receive around $33 per share. The Standard and Poor's
Stock Reports also show that Vanguard only has 1,150 shareholders
with at least 15% of the shares held by directors and officers of
the company. Not only are the financial ratios of Vanguard
unattractive, but the company would also be extremely difficult
to gain control of. For these reasons, Vanguard Cellular Systems
will be excluded from any further consideration as a takeover
targets.
Recommendation
The two companies remaining to be considered for takeover by
Raider Inc. are US West and Pacific Telesis. Both companies look
almost identical on their financial statements. US West and
Pacific Telesis have very similar assets, liabilities, equity,
revenues, number of shares outstanding, number of shareholders,
and financial ratios. And because these two companies are so
nearly identical, they offer the same benefits for an acquiring
company. But there are two very significant differences which
make one company more attractive than the other. US West is
chosen to be the takeover target because it has a lower stock
price and an income loss in 1992. US West is selling for $50 per
share, whereas Pacific Telesis is selling for $59. These prices
are only significant because there is not enough of a difference
between the two company's balance sheets and income statements to
justify the nine dollar difference per share. But such a
difference could mean incredible savings in the purchase price of
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income loss in 1992. The loss becomes even more attractive
because it was only a one year occurrence due to accounting
changes. US West has consistently had positive net incomes from
the company. The other characteristic which makes US West a much
more attractive takeover target than Pacific Telesis is its net
700 to 900 million dollars. Therefore, US West is not a failing
business, it is a very profitable business. Considering all the
benefits, Raider Inc. should attempt a takeover of US West.
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